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ECONOMIC INDICATORS1 
Tneome & Production 
(In millions (In millions of 
of -LF) U.S. dollars) 


Est Est 
1978 1979 1979 


GNP (market prices) 9,089 11,434 16,350 
GDP (market prices) 8,602 10,595 15,150 
GDP (factor cost) 7,809 9,860 14,100 


GDP Per Capita 257 368 


Population (Millions) 41.2 
labor force . 13.4 


Money & Prices 


(in millions of LE) 
1977 -978° 19793 
Money Supply 2,532 3,080 3,427 
Bank Credit to Public Sector 4,775 7,856 8,652 
Bank Credit to Private Sector 434 576 769 


Net Foreign Assets 645 2,188 2, i212 


Price Indices4 (per cent change during period) 


Wholesale 10.3 6:7 6. 
Retail 11.6 1.5 Fs 


lyor converting items from LE into $, the unified rate of ex- 
change (LE 1 = $1.43) was used for all 1979 figures. The old 
official rate (LE 1 = $2.55) was used in previous years except 
where otherwise noted. 


“Figures for 1978 have been revised using the unified rate of 
exchange. 


3January - June, 1979. 


‘The price indices represent official GOE market basket,which is 
heavily weighted with subsidized items. Thus, inflationary 
pressures are stronger than reflected here. 





Balance of Payments 3 
(In Millions of U.S. Dollars) 

Est 

1978 1979 

Exports 1984 2,730 
Petroleum (734) 
Cotton (275) 
Cotton yarn and textiles (350) 
Imports -5 ,676 
Trade Balance -3,692 
Services Receipts 3,446 
Tourism (702) 
Suez Canal (514) 
Remittances (1,761) 
Investment Income (144) 
Services Payments -1,472 
Oil Companies (net) -45 
Current Account Deficit -1,763 
Amortization Payments -899 
Supply of medium and long term capital 36373 
Basic balance 711 
Other borrowing (net) -640 
Change in Reserves 71 

Public Finances (In Millions of LE) 


Est 
1978 1979 


Revenue 3,552 4,298 


Expenditure 5,316 6,765 
Total Deficit 1,764 2,466 
Financing 


External, net 764 956 
Domestic 1,000 1,510 


Source: Central Bank of Egypt, IMF and World Bank 





SUMMARY 


In 1979, the Egyptian economy continued on the path of 
economic recovery which began in 1974 and sustained moderate 
economic growth of about 8 per cent in real terms. Consider- 
able attention was directed toward the signing of the peace 
agreement with Israel and the termination of Egypt's status 
as a confrontation state. Israeli withdrawal has resulted 
in the return to Egypt of the Alma oil fields and exploration 
efforts in the Gulf of Suez can now be accelerated. As 
normalization of relations proceeds, Egyptian-Israeli con- 
tacts are expected to expand into economic and commercial 
areas as Egypt formally ends its participation in the Arab 
boycott of Israel on January 25, 1980. 


The balance of payments showed considerable improve- 
ment in 1979 as the current account deficit dropped to 
just under $1.5 billion, the smallest deficit recorded in 
the last 6 years. Capital inflows were less than in pre- 
vious years, reflecting the loss in Arab assistance trans- 
fers in the aftermath of the signing of the peace agreement. 
Capital requirements were met from other sources and for 
the first time in 6 years Egypt did not borrow in the Euro- 
currency market. 


Management of the domestic budget remains the govern- 
ment's most pressing short-run problem. The deficit be- 
tween revenues and expenditures has tripled in the last 
2 years and is equivalent to about 22 per cent of GNP. 
Since slightly more than half of the deficit is bank- 
financed, growing public sector expenditures have re- 
sulted in considerable monetary expansion fueling infla- 
tion estimated in the range of 25 - 30 per cent. The 
government will have to continue its efforts to reform 
the subsidy system if the deterioration is to be halted, 
though this task will remain difficult given the political 
sensitivity of price increases. 


Talks with the International Monetary Fund (IMF) con- 
tinue on economic reforms. The Extended Fund Facility (EFF) 
agreement concluded in mid-1978 is now acknowledged to be 
defunct, though it is hoped that a new agreement can be 
reached in early 1980. Additional measures to reduce the 
size of the budget deficit will almost certainly be re- 
quired if Egypt is to qualify for EFF drawings. 





The "Open Door" policy remains central to government 
efforts to attract foreign (non-official) participation 
in Egypt's development. Joint ventures are being en- 
couraged and new companies qualify for Law 43 benefits. 
The private sector (which includes joint ventures) now 
accounts for 15 per cent of gross fixed investment and 
its share is growing. Foreign exchange availabilities 
in the private sector are higher than ever, as privately 
held foreign exchange now finances about one-fifth of 
imports. 


Excellent prospects in both trade and investment 
exist for U.S. companies in Egypt, as well as expanded 
opportunities to participate in capital projects financed 
by U.S. assistance (AID). 


CURRENT SITUATION 


The Egyptian economy entered 1980 with favorable 
prospects for continuing the moderate rate of real growth 
achieved over the last few years. On the external side, 
foreign exchange earnings continue strong, having reached 
$6.6 billion in 1979, and are projected to rise to $7.6 
billion in 1980, due largely to increased petroleum reve- 


nues. The current account deficit was reduced by nearly 
$300 million in 1979, dropping to a 6-year low of just 
under $1.5 billion. Official foreign assistance flows 

fell off considerably as Arab donor states discontinued bi- 
lateral aid payments after Egypt signed the peace agreement 
with Israel in late March. Capital requirements were met 

by foreign assistance disbursements from non-Arab donors, 
inflows of foreign private investment, suppliers credits 
and banking facilities. No new Eurocurrency loans were 
obligated in 1979. 


On the internal side, for the second year in a row 
the fiscal situation deteriorated as the budget deficit 
grew by LE 700 million, reaching LE 2.5 billion by year's 
end. With more than half of the deficit bank-financed, the 
money supply grew by just over 30 per cent, fueling infla- 
tion by a similar magnitude. The gap between revenues and 
expenditures results from 2 basic features of the economy: 
subsidization of basic commodities and the imbalance be- 
tween revenues and expenditures of the public economic 
sector. 


The principal development issue facing Egypt is the 
rate of population increase, currently estimated at 2.8 
per cent annually. While domestic production of basic 





food commodities in recent years has grown at an annual 
average rate of about 2 per cent, utilization of commodi- 
ties has increased at a rate about twice as great. Per 
capita availability of domestically produced foods is 

about 10 per cent lower than it was 15 - 20 years ago. 
Given the limited agricultural base and high current yields, 
the imbalance between the domestic supply of and demand for 
food will remain a fundamental characteristic of the 
Egyptian economy. Nevertheless, it should be possible to 
increase agricultural sector growth rates if priority in- 
vestment needs are met and current policy distortions are 
reduced. Even so, Egypt is likely to be a net importer 

of food indefinitely. 


Implications of Peace. The signing of the peace agree- 
ment with Israel commanded more attention than any other 
single event in 1979. The termination of the state of 
hostilities with Israel should enable Egypt, over time, 
to reduce the share of total resources going to defense and, 
perhaps more importantly, to allow the Egyptian leadership 
to focus more on Egypt's economic problems. 


The most immediate economic gain from the peace agree- 
ment with Israel has been the return in November 1979 of the 
remaining Sinai oil fields to Egyptian control. The addi- 
tion of some 30,000 barrels per day (b/d) from Sinai oil 
fields enabled Egyptian oil production to reach nearly 
600,000 b/d by year's end. It is probably too early to 
look for other economic benefits from the peace agreement. 
Annex III of the agreement stipulates, however, that the 
parties shall agree to remove all discriminatory barriers 
to normal economic relations and to terminate economic 
boycotts of each other upon completion of the interim with- 
drawal (which took place in late January 1980). Further, 
with the completion of the interim withdrawal, the parties 
are to permit the free movement of nationals and vehicles, 
from one territory to the other, and to grant normal access 
to ports for all vessels and cargoes. Postal, telephone, 
telex and cable communications are to be established at the 
same time. Within 6 months of the completion of the interim 
withdrawal, negotiations are to begin on the conclusion 
of a trade and commerce agreement as well as a civil aviation 
agreement. Consistent with these obligations, the Egyptian 
Government announced, in January, the termination of the 
economic and commercial restrictions that had been imposed 
on Israel during the existence of a state of war. 


Even in the absence of political or psychological 
barriers, many Egyptians doubt that extensive commercial 





linkages with Israel will arise. For one thing, there is 
similarity in the exports of both countries, notably in 
textiles, fruits and vegetables. Some potential for 
technical cooperation exists in dry land agriculture and 
possibly tourist ventures, but such endeavors are not 
likely to be forthcoming solely for political reasons. 
The economic advantages of any cooperative schemes must 
be apparent for them to occur. 


Weighed against the benefits arising from the peace 
agreement must be the effects of the economic sanctions 
taken against Egypt by other Arab governments after the 
Baghdad summit last April. Aid transfers from Arab govern- 
ments to Egypt have ceased, which accounted for the consider- 
able drop in official aid flows in 1979. Arab governments 
also ended their participation in the pan-Arab military 
industry (AOI) and withdrew from the financing of certain 
military items that were to be co-produced. 


Arab measures taken against Egypt in 1979 following 
the signing of the peace agreement were largely confined 
to official channels and have remained consistent with past 
public statements by Arab government officials that cur- 
rent political differences with the Egyptian Government 
should not result in harm to the Egyptian people. Egyptian 
expatriate workers (about 900,000) remained in other Arab 


countries and new contracts for additional workers were 
signed during the year with a number of Arab governments. 


Arab private investment has continued to flow into 
Egypt at the same level as in previous years -- about $150 
million annually, or about one-third of total foreign 
private investment. Arab citizens have participated in 
nearly half of the projects approved over the last few 
years by the Investment Authority. 


Arab tourism, by contrast, dropped visibly in 1979. 
Arab visitors represented only about one-third of total 
visitors to Egypt in 1979 compared to just over one-half in 
the previous year. While some of the drop in mid-year was 
attributed to the signing of the peace agreement and un- 
certainty over how Arab governments would react to continued 
travel by their citizens to Egypt, Arab tourism had moved 
back up to traditional levels by late summer. Subsequently, 
Arab tourism has fallen off again, though the drop is prob- 
ably related to perceived instability in other parts of the 
area, particularly the Gulf. 





Balance of Payments. Despite the loss of Arab government 
transfers, Egypt's balance of payments fared well in 1979, 


recording the smallest current account deficit of the last 

6 years. Export revenues were recorded at $2.7 billion, 

up one-third from the previous year, with growth led by 
petroleum. Actual petroleum production went up in 1979 

by only about 5 per cent, though the average per barrel 
price of Egyptian crude for 1979 increased 100 per cent 

over 1978. Gross petroleum receipts for 1979 are estimated 
by the World Bank at $1.3 billion, or half of total export 
receipts. Agricultural production increased at a rate 
greater than population growth for the second consecutive 
year. Raw cotton exports in 1979 reached $370 million, with 
receipts one-third higher than the previous year. Production 
of rice, Egypt's second largest agricultural export, was 

up by 7-per cent and contributed to other agricultural ex- 
port earnings of $230 million. 


On the services account, there were signs of a slowe 
down in 1979 though potential for growth remains high. 
Suez Canal revenues climbed even further, reaching $600 
million for the year. For the second year in a row, 
recorded tourist receipts accruing te the unified 
(official) market registered a decline from $700 million 
in 1978 to an estimated $650 million in 1979. It should 
be noted, however, that officially recorded tourism also 
understates actual receipts insofar as the free market -- 
where the Egyptian pound is offered at a discount (8 - 14 
per cent on average) in exchange for foreign currencies -- 
also acts as a channel for tourist expenditures. Since 
overall tourism rose in 1979, it is highly un- 
likely that foreign exchange receipts actually declined 
in 1979 as the unified market figures suggest. 


Remittances from Egyptian expatriate workers rose to 
just under $2 billion in 1979, up from $1.7 billion in 
1978. The rate of growth was down considerably from the 
previous year when remittances nearly doubled. Offic- 
ial remittances come into Egypt in two forms: cash trans- 
fers through the unified exchange market to any one of the 
4 public sector commercial banks, or imported goods brought 
in under the own exchange market -- the system introduced 
in 1974 whereby Egyptians are able to use foreign currencies 
earned or held abroad to finance the purchase of goods for 
importation into Egypt. In 1978, remittance transfers were 
almost evenly split between cash conversions and own exchange 
imports. In 1979, the relative share changed dramatically, 
with nearly two-thirds of these transfers represented by 
incoming goods and the remaining third in cash. 





Currency transfers are also believed to be consider- 
ably higher than recorded receipts would suggest, again 
because of the premium in the exchange rate offered in 
the free market and the existence of a large group of 
private money-changers who are known to be involved in the 
collection (and subsequent transfer) of remittance earn- 
ings at their source. These funds find their way into 
foreign exchange balances held by private Egyptians, 
many of which are held in Law 43 banks, and are loaned again 
locally or placed abroad. Through the existence of this 
private network of money-changers, direct access of the 
public sector commercial banks (the designated recipients 
of cash transfers) to remittances has been reduced. 
Foreign exchange available to the private sector, however, 
has increased considerably. 


Total imports in 1979 are estimated at $6.3 billion, 
up nominally from the previous year because of price in- 
creases averaging 13 per cent. In real terms imports 
showed a slight decline. Imports of agricultural commodi- 
ties accounted for most of the nominal increase. Price 
increases on wheat and flour alone averaged 20 per cent. 
Intermediate and capital goods imports rose nominally by 
less than 3 per cent, and the drop in real terms was con- 
siderable. 


On the capital account, Egypt made debt repayments of 
just over $900 million, leaving $2.5 billion in total 
financing requirements. Debt service has been reduced 
from 33 per cent of the earnings on goods and services to 
just under 15 per cent. Under capital inflows official non- 
Arab foreign assistance accounted for the largest share 
at just over $1 billion. For bilateral flows, the United 
States is by far Egypt's largest \aid donor. France 
the FRG, the U.K. and Japan have also provided considerable 
amounts of assistance as well as suppliers credits. The 
IBRD has increased its loans to Egypt, with annual commit- 
ments totaling close to $400 million. 


As indicated earlier, official aid disbursements were 
down considerably in 1979 for two reasons: capital in- 
flows from Arab donors ceased -- in the past these flows 
had been used primarily to finance the importation of 
capital and intermediate goods; and Egypt faced lower 
starting pipelines for commodity aid as well as delays 
in new commitments. Entering 1980, Egypt had roughly $5 
billion in the official aid pipeline, about 60 per cent 





of which is in the form of project assistance. In 1980, 
the Egyptian Government anticipates accelerated draw- 
downs to a point where donor disbursements would equal 
new commitments. 


Economic Reforms. Since the introduction of the 
"Open Door™ policy in 1974 and subsequent large assist- 
ance commitments from friendly governments, the IMF and 
major donors have urged the Egyptian Government to 
undertake comprehensive economic reforms designed to 
deal with the imbalances caused by the last 30 years 
and reduce the overwhelmingly dominant role of the public 
sector. The Egyptian Government made only limited pro- 
gress in 1979 in the area of economic reform charted 
with the IMF in 1978 under the EFF. As a result, no 
drawings (beyond the initial one of SDR 90 million in 
1978) were made. Talks with the IMF have resumed, however, and 
Pg hoped a new agreement can be concluded in early 
19350. 


On the fiscal side, major revision is needed of the 
structure of public finances, rationalizing the system 
of subsidies -- which have escalated to 11 per cent of 
GDP -- and increasing the resource generating capacity 
of the public sector. The Egyptian Government introduced 
some price changes in 1979 -- notably for cement, gasoline, 
cigarettes and soft drinks. Further increases are poss- 
ible in 1980. The Egyptian Government plans to intro- 
duce a 5 per cent sales tax this year on manufactured items 
and a major Customs tariff reform that would strictly 
limit exemptions. These measures should have a positive 
impact on revenues, but may prove insufficient to halt 
the growth in the budget deficit unless the distributive 
prices for basic commodities are brought more in line with 
world prices. 


On the monetary side, large fiscal deficits have con- 
tributed to substantial growth in the money supply, esti- 
mated at about 30 per cent in 1979. The high inflation 
rate has had an adverse impact on the mobilization of 
private savings in LE -- due in large part to exception- 
ally low interest rates, averaging 6 - 8 per cent. Since 
private Egyptian citizens are now free to hold foreign 
currencies, many have shifted their savings to hard cur- 
rencies, which earn Eurocurrency rates of return (13 - 16 
per cent). 





The Egyptian Government's reluctance to raise the inter- 
est rate offered on LE has been attributed to the increased 
burden that would fall on public sector companies -- the 
main debtors in LE loans. Nevertheless, if monetary growth 
is to be slowed in the future, the fiscal deficit must be reduced 
and more private domestic savings mobilized. 


Investment. Egypt enters the 1980's still suffering 
from economic policies of the last 10 -— 20 years that re- 
sulted in underinvestment and low productivity. The "Open 
Door" has sought to meet these difficulties by encouraging 
private sector initiative and promoting foreign investment, 
while still retaining a major role for the public sector. 
Within the context of economic liberalization, institutional 
decentralization has also occurred. The individual governor- 
ates have been allocated a larger share of investment re- 
sources, LE 215 million in 1980 as compared to LE 20 million 
in 1979. Public enterprises are expected to be given greater 
direct control over the management of their operations. 


Within the public sector, there has been a noticeable 
shift recently in investment priorities as the Egyptian 
Government has emphasized infrastructure, housing and food 
production. In the 1978-82 Plan, industry and mining received 
the highest share of resources (24 per cent), followed by 


transportation and communication (23 per cent) and housing 
and utilities (12 per cent). In the new 5-year plan begin- 
ning in 1980, the share of resources going to industry and 
mining dropped by 4 percentage points, the share going to 
housing and utilities rose by 6 1/2 per cent, and to agri- 
culture by 3 per cent (reaching 11.5.per cent). The Egyptiar. 
system for assessing and agreeing upon detailed investment 
priorities is not well established. There is still not full 
agreement within the government on these priorities. The 
annual investment plan will remain the key to resource al- 
locations as they are made. 


The "Open Door" policy has had a stimulative impact 
on the activity of the private sector in Egypt. In 1974, 
the private sector accounted for less than 10 per cent of 
gross fixed investment. In 1979, preliminary estimates 
indicate that the private sector accounted for just over 
15 per cent. The share projected for 1980 is about 16 per 
cent. 


Of total consumption, real growth in the private share 
(60 per cent) has far outstripped real growth in government 
consumption (20 per cent) -- a trend that has caught the eye 





of many critics of the "Open Door" who charge that it has 
contributed only to widespread availability of consumption 
goods. A partial explanation is that the propensity to im- 
port consumer durables -- television sets, refrigerators, 
washing machines, automobiles, etc. -- was very high in the 
aftermath of the austerity and foreign exchange controls 

of the 1960's and 1970's. There is evidence, however, 

that while in absolute terms the value of consumer durable 
imports has increased, privately held foreign exchange has 
been increasingly used for the importation of investment 
goods. 


Available data on the “own exchange" market suggest 
that intermediate and capital goods account for about 68 
per cent of imports financed by privately held foreign 
exchange, with consumables accounting for the remaining 
32 per cent. The share of the latter has declined steadily 
over the past 3: years. Smuggled goods, however, are be- 
lieved for the most part to consist of consumer items, 
which may offset to some extent the trend suggested in 
"own exchange" market statistics. 


While the "Open Door" currently is not a showcase of 
projects, by 1979 the General Authority for Investment and 
Free Zones had approved 1,006 project licenses for a total 


estimated capital of nearly LE 2.5 billion. Most of these 
have had some element of foreign participation, with Arab 
citizens accounting for the largest share. Project comple- 
tion moves slowly and contractors have frequently been faced 
with supply bottlénecks, such as shortages of cement, and 
administrative difficulties. 


In stimulating the private sector, the government's 
emphasis has been on pushing public sector companies grad- 
ually into the private sector rather than generating compe- 
tition with the public sector. Public sector companies 
are being encouraged to form joint ventures (which qualify 
for Law 43 benefits) with foreign firms on new projects 
by incorporating the new firms and then selling shares to 
the public. A recent announcement by a Ministry of Industry 
spokesman indicated that in 1979, public sector companies 
under its control had formed 10 new joint ventures with 
foreign participation, with investments totaling LE 288 
million, for the production of: cotton yarns and fibers, 
rubber, beet sugar, automobiles, tractors, refrigerators 
and washing machines. The mixture of public and private 
enterprise is not always without problems, however, and it 
would be exaggerated to suggest that such joint ventures 
operate in practice like private firms. 





In Egypt, the structure of capital for most public 
sector entities has been bank-financed. In order to move 
toward more equity financing, the tax structure relating 
to stocks will have to be changed. Currently, share- 
holders pay 40 per cent off the top on dividends, and the 
net income is taxed as general income. To deal with this 
and other factors that inhibit capital creation, in late 
December, 1979, President Sadat signed a decree creating 
a Financial Market Authority -- which will have the legal 
power to make changes in the existing cumbersome regula- 
tions. 


IMPLICATIONS FOR U.S. BUSINESS 


Moving into 1980, Egypt continues to offer many favor- 
able opportunities for both trade and investment. -On the 
trade side, Egyptian imports have climbed to well over $6 
billion, and U.S. firms have been successful in capturing 
the dominant share. U.S. exports to Egypt reached $1.4 
billion in 1979, or 22 per cent of total imports. AID- 
financed items account for about half of these. The cur- 
rent FY 1980 USAID program allocates $315 million for 
commodity imports, while another $400 million remains 
available for commodity financing from earlier fiscal 
year programs. U.S. imports from Egypt were just over 
$350 million in 1979. 


The private sector is expected to become even more 
active as liberalization in the trade and payments sphere 
continues. Domestic private foreign exchange holdings are 
now substantial. Egyptian commercial banks report year- 
end foreign exchange deposits totaling more than $2 billion, 
reflecting growth for the year of over 30 per cent. Law 43 
banks -- which are not required to report their foreign ex- 
change balances to the Central Bank -- are widely believed 
to hold as much as another $1.5 billion in foreign exchange 
accounts. 


Data from Customs receipts suggest that privately held 
foreign exchange now finances as much as one-fifth of total 
Egyptian imports. With the exception of price-controlled 
commodities, import privileges for the private sector are 
virtually unlimited. The Egyptian economy, moreover, still 
has an exceptionally high propensity to import after two 
decades of tight foreign exchange controls. 


Excellent prowpects exist for sales of equipment in the 
following areas: electrical power and distribution, computers, 
communications, construction and mining, and agriculture. 
Prospects for sales of consumer durables also remain good, 
although these items are being more heavily taxed now as 
Customs duties on so-called “luxury items" (i.e., most con- 
sumer durables) must now be paid in foreign exchange. 





Egypt has much to offer foreign investors. The "Open 
Door" policy and Law 43 are central elements in attracting 
foreign participation in Egypt's economic development. Tax 
holidays and other incentives are offered to foreign par- 
ticipants in private sector and joint venture initiatives. 
Late in 1979, the government announced that priority would be 
given to the private sector in certain industries, such as 
cement, iron bars, sheet glass, clay bricks as well as a 
variety of consumer items, and that public sector involvement 
in these areas would be sharply curtailed. The newly created 
Financial Market Authority is expected to make additional 
changes in investment regulations with a view to enhancing 
foreign participation. 


Large capital projects are being undertaken, under the 
auspices of both the World Bank and USAID, which offer many 
opportunities for American participation. World Bank projects 
include: railway expansion and improvement, irrigation drain- 
age systems, port development and Suez Canal expansion. In 
FY 1980 and FY 1982, USAID monies are expected to be obli- 
gated for: industrial production ($50 million); telecommuni- 
cations ($80 million); water and sewage ($200 million); basic 
village services ($60 million); three private sector industrial 
projects ($120 million total) -- flat glass, textiles, and 
Lake Quarum chemicals; as well as a number of smaller pro- 
jects. All of these are restricted to U.S.-source procure- 
ment and provide opportunities for entry into the Egyptian 
market. 


In sum, the continuation of the "Open Door" policy, 
Law 43 and other regulations governing trade and investment 
have all contributed to the improved climate for foreign 
participation in the Egyptian economy. Foreign exchange 
availabilities no longer represent a significant constraint 
on economic activity, particularly in the private sector, 
where foreign exchange holdings are replenished by worker 
remittances. The propensity to import can be expected to 
remain high and thus provide excellent export prospects 
for foreign suppliers. In addition, USAID and World Bank 
assistance offer continuing opportunities for participation 
in development projects and follow-on sales. 
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